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OMIC_ INDI 


All Values in Million U.S. $ Exchange Rate as of 3/18/75 
ss Otherwise Stated U.S 00 = 0 
Cumulative % Change 
1 A 1' B/A 


C 
INCOME, PRODUCTION, EMPLOYMENT 

BOK Daily Ave. Exch. Rate, W per $ (2/75) 398.3 404.5 484.0 1.6 21.6 
Population, Mid-Year, Mil. Persons (1975) 32.9 33.5 34.0(p) 1.7 1.6 
GNP at Current Prices, Million $ 12,37 4 
GNP at Current Prices, Billion Won 4,929 40.9% 
GNP at Constant (1970) Prices, Mil. $ 11,342 . 
GNP at Constant (1970) Prices, Bil. W 3,523 8.2% 
Per Capita GNP, Current Prices, US$ 376 513 
Per Capita GNP, Current Prices, Won 149,785 38.5% 
Fixed Investment, Current Prices, Mil.$ 2,936 
Fixed Investment, Current Prices, Bil. 1,169 47.7* 
Indices: (1976) = 100 

Industrial Production (1/75) 176.4(r) 225.0 235.9(p) 27.6 

Avg. Industrial Labor Productivity 129.4 144.7(e) 11.8 

Avg. Wage in Mfg. (Nominal) 153.4 204.6(e) 33. 
Employment (1,000 persons) 11,139 11,463(p) 2.9 
Avg. Unemployment Rate (%) 4.0 4.1(p) - 

MONEY AND PRICES 

Money, Current Prices, Mil. $4/(2/75) 1,837 1,954 1,945 


Money, Current Prices, Bij, #4/(2/75) 730 946 941(p) 29.5% 
External Debt Outstanding?’ 3,319 4,353 


External Debt Service Ratio2/ 13. 12.4 


Interest Rates, Comm'] Bank Avg.(%)(2/75) 15.5 15.5 15.5 
Wholesale Price Index, 1970=100 (2/75) 132.4 188.2 222.4 
Seoul Consumer Price Index, 1970=100(2/75) 129.5 160.1 178.8 
BALANCE OF PAYMENTS AND TRADE 

Gold and Gross For. Exch. Reservel/(2/75) 1,038.8 915.8(p) 
Net Goods and Services 
Balance of Trade (BOP Basis) 
Exports, FOB (Customs Basis) 

To U.S. 
Imports, CIF (Customs Pasis) 

From U.S. 
U.S. Share of Market 


Main orts to U.S. : (Value in $ million; % change over 1973). Clothing($308;26) 
Iron & Steel eee ee sce) Electrical Products($269;37) Plywood($110;-39) 
Footwear($92;58) Wigs($48;-20). 

i orts from U.S. 1974: (Value in $ million; % change over 1973). Grain($558;34) 
Electrical Products($191;46) Raw Cctton($174;64) Ores & Metal Scrap($145;74) 
Non-Electrical Machinery($119;72) Transportation Equipment($87;-24). 

# Compared to same cumlative portion of B. p = Preliminary. e = Enbassy estimate. 
* Percentages computed on won rather than dollar basis to avoid exchange rate distortions. 
1/ Data are for end of period; all other data represent average or cumlative for period 
indicated. 
2/ Embassy estimate: Includes payments on all debt (of one year and more maturity) as 
% of total exports of goods and services. 


Source: Bank of Korea, Economic Planning Board and Office of Customs Administration. 





SUMMARY 


Largely due to the international recession, Korea will have 
another very large balance of payments deficit in 1975, along 
with some slowdown in GNP growth. Exports have fallen since 
mid-1974 while imports have continued to rise, mainly due to 
price increases. Large inflows of both long- and short-term 
capital will again be required in 1975; Korea fortunately im- 
proved its creditworthiness by reducing its debt-service ratio 
to 12.4% in 1974. In recent months deficit spending has been 
used to maintain industrial activity and combat unemployment. 
Inflation, which accelerated greatly last year, is expected to 
be about 20% in 1975. 


U.S. exports to Korea reached a record $1.7 billion in 1974 
although the U.S. share fell from 28% to 25%. Some increase in 
U.S. sales is likely in 1975, with Export-Import financing 
playing an increasing role. Korea continues to actively seek 
foreign investment and recently eased relevant regulations. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Large Balance of Payments Deficit Continues 


Korea's prime economic problem for 1975 is the prospect of a bal- 
ance of payments deficit at least as large as the 1974 record of 
$1.8 billion. In 1973 the current account deficit was only $0.3 
billion. For 1975 the government has optimistically projected a 
deficit of $1.4 billion, based on an export target of $6.0 billion, 
32.2% above 1974. However, for the first two months of 1975 
arrivals of export letters of credit, a leading indicator of 
export performance, were 11% below the same period in 1974. It 
will thus be difficult for Korea to achieve any significant increase 
in its exports in 1975, even assuming economic recoveries later 

in the year in the U.S. and Japan, Korea's chief markets. There- 
fore it now seems probable that the current account deficit will 
exceed $2.0 billion in 1975. 


While the final 1974 export total of $4.5 billion represented 
a gain of 39% over 1973 exports, the level of exports began 
trending downward in mid-1974, when weak demand in the Japanese 
market was compounded by falling sales in the U.S. Soaring 
prices for petroleum and a host of other essential materials 
meanwhile ballooned 1974 import costs by 63% to $6.2 billion. 





Table 1. KOREAN BAIANCE OF PAYMENTS 
Millions 


Actual Prel. % Change ORB* 
1973, «197k 8 _74/73_ = «1975 

Exports ad 3,271 4,537 38.7 

Imports (FOB) 3,837 6,241 62.7 


Trade Balance ~566 =-1,704 200.8 
Net Services 67 —368 


Net Transfers 190 233 22.6 

Net Current Account ~309 -1,839 495.1 

Net Capital Inflow 630 2,000 217.5 
Long and Medium Terml/ 584 1,153 97.4 
Short-Term L6 847 

FX Holdings (- = Increase) 340 -15 

Errors and Omissions 19 ~146 

Gross Reserves (End of Period) 1,034 1,049 1.5 


1/ Original maturities of one year and over. 
* Overall Resources Budget, the Government's official forecast for 1975. 
Source: Bank of Korea and Economic Planning Board. 


With accelerated inflation in 1974 and speculative import ordering 
adding further pressures, the ROKG responded with a 17.6% devalua- 
tion of the won on December 7, 1974. This has been followed by 
additional, selective measures to restrain import demand and en- 
courage import substitution, the most important of which are 
higher advance import deposit requirements. 


With sluggish demand their principal problem, most Korean export 
industries have not so far been able to benefit from the devalua- 
tion in terms of additional sales. It now appears that the first 
half 1975 export total is likely to be $100 to $300 million lower 
than the $2.3 billion recorded in January-June 1974. Assuming a 
recovery in the international economy, exports should improve in 
the final six months; but the full year total is likely to be 
close to the 1974 level, or far short of the target of $6.0 
billion. Reduced exports and slower overall growth should, on 
the other hand, also allow imports to be held under the $7.2 
billion (f.0.b.) total in the official forecast. More forceful 
measures to hold imports in check are also a definite possibility, 
particularly if it begins to appear that the export slump will be 
prolonged beyond mid-year. 


A $435 million deterioration in the invisible trade account, from 
a $67 million surplus to a $368 million deficit, also contributed 
to the record 1974 current account deficit. A sharp drop in earn- 
ings from Japanese tourism and steep increases in outlays for 





freight, insurance and interest were the principal factors. The 
official 1975 forecast of a further deterioration in this account, 
partially offset by an increase in the transfers surplus, appears 
reasonable. 


Heavy Foreign Borrowing Required 


Korea's creditworthiness has enabled it to finance its large 
current account deficit by expanding its overseas borrowing. Net 
capital receipts more than tripled in 1974, reaching $2.0 billion. 
An even larger net capital inflow may be required in 1975. Fortu- 
nately, Korea was able to reduce its debt-service ratio in 1974 
from 13.9% to 12.4% of foreign exchange earnings; the ratio is 
likely to be about 14% in 1975. 


While net long-term capital receipts nearly doubled to $1.15 
billion in 1974, net short-term receipts increased even more 
sharply, from about $50 million to nearly $850 million. For 1975 
the government has forecast a small increase in long-term capital 
inflows, which may be exceeded, and a substantial reduction in 
short-term borrowing, which may not be possible due to an increase 
in the current account deficit. 


Of the long-term capital inflow in 1974, net receipts from bank 
loans were $273 million, representing mainly Eurocurrency and U.S, 
dollar borrowings, compared to minus $28 million in 1973, when 
there was net repayment of previous long-term loans. Receipts 
from bond sales abroad were an innovation in 1974, when $19 million 
was obtained from the United Arab Emirates; in 1975 Korea hopes 

to place $50-100 million in bonds, primarily in the Middle East. 
During the second half of 1974 Korea drew $132 million in IMF 
credits, including $108 million in Oil Facility drawings. Public 
loan arrivals, both bilateral (primarily Japan) and multilateral 
(primarily the IBRD and ADB), declined from $369 to $317 million 
in 1974; however, in 1975 the figure may reach $500 million due 

to resumption of U.S. PL 480 deliveries and substantial increases 
from other donors. Commercial loan arrivals rose from $344 to 
$616 million in 1974, with half of the financing coming from the 
U.S. A further large increase, to perhaps $900 million, is likely 
in 1975. Foreign equity investment, mainly from Japan, declined 
from $143 to $124 million in 1974 and is expected to remain at 
about that level in 1975. Foreign exchange holdings, which were 
slightly more than $1 billion at the end of both 1973 and 1974, 
stood at $911 million at the end of February, 1975. 





Slower GNP Growth Expected 


While a lower GNP growth rate of 7% is officially projected for 
1975, this may well prove optimistic if export demand does not 
pick up sharply in the second half. However, domestic activity 
is being stimulated by budget deficits, and industrial output 
(seasonally adjusted) reached a new peak in January 1975, 20% 
above January 1974. 


Despite a slowdown in the second half of 1974, GNP grew 8.2% in 
1974, and industrial production was 27.6% higher. Particularly 
strong production increases occurred in steel ingots (+67.2%), 
rolled steel products (+57.6%), and shipbuilding (+309.2%). Also 
showing significant but less spectacular growth were radio and 

TV receivers (up 18.7% in 1974 as a whole but slack in the second 
half), urea fertilizer (+17.6%), and motor vehicles (+22.1%). 
However, because of lower export demand, plywood production 
dropped 17.9%, and textile production was down 4.7%. Construc- 
tion permits were 1.9% higher (in total area) in 1974, with a 
notable 30.0% increase in housing in contrast to a 41.9% drop 

in industrial construction. 


Korea's relatively good recent production showing in the face of 
reduced exports reflects the strong anti-recession measures pursued 
by the government since last November. An overall 1975 fiscal 
deficit of 240 billion won is planned, compared to 163 billion in 
1974 and 30 billion in 1973, with a large share of 1975 spending 
concentrated in the first half to combat unemployment. 


Monetary policy is supposed to play a mild restraining role in 
1975, with domestic credit increasing 31.2% compared to 53.8% in 
1974. However, mainly due to fiscal deficits, domestic credit 
increased 9.8% in the first two months of 1975. Money supply 
grew less rapidly in 1974, due to the deflationary effect of the 
large foreign exchange deficit, and actually declined by 0.5% 
during the first two months of 1975. Inflation accelerated in 
1974, with the wholesale price index advancing 44.6% and the 
Seoul retail price index 26.4%. For 1975 20% inflation is 
officially projected. During the first two months of 1975 the 
wholesale price index advanced 6.2% and the Seoul consumer price 
index 4.9%, partly due to the 21.3% increase in the won-dollar 
exchange rate in December. 





IMPLICATIONS FOR THE UNITED STATES 


Foreign Investment Being Sought 


In an effort to combat the effects of world recession and maintain 
adequate levels of foreign exchange, the ROKG is intensively seek- 
ing foreign investment. Foreign investment laws stipulate a minimum 
investment of $200,000, though on a case-by-case basis investments 
as low as $50,000 may be approved. Though Korean policy continues 
to give priority to joint ventures on a 50/50 basis, investments 
which aid heavy and chemical industry development or are in areas 
of export expansion, technology transfer or proprietary technology 
will be permitted initial holdings of more than 50% foreign equity. 
Though 1974 foreign investment approvals declined due to diminished 
Japanese investor interest, U.S. investor approvals of $32 million 
were the highest since 1970 and included such new firms as Amoco 
International and Union Carbide. 


The continuing slowdown in world trade has affected Korean indus- 
trial expansion plans. The Government has decided to postpone 
construction of a 7 million M/T year capacity second steel plant. 
Plans for VLCC shipyard construction have also slowed with the 
cancellation of the planned joint venture between Sam Sung Heavy 
Industries and IHI of Japan. Equipment orders for the Korea 
Shipbuilding & Engineering VLCC yard at Okpo have been delayed 
pending ship orders. 


Major projects which continue to go ahead include the second and 
third phase expansions of Pohang Steel Mill, planned to raise 
capacity from the present 1 million M/T to 5.5 and eventually to 
8 million M/T a year. Dow Chemical will invest several hundred 
million dollars in the Yosu Petrochemical Complex, and the ROKG 
is seeking loan funds for a 350,000 M/T a year naptha cracker for 
the complex. A seventh fertilizer plant is going ahead with 
investment by AGRICO. 


U.S. Export Sales Should Increase 


The 41.5% increase in the value of Korean imports from the U.S. in 
1974 is not likely to repeat itself in 1975, although imports from 
the U.S. should exceed the record $1.7 billion level (CIF, customs 
basis) reached in 1974. Total Korean imports, in spite of new re- 
straints, are likely to increase by about 10%, and the U.S. should 
be able to improve on the 25% share of the Korean market it 





achieved in 1974. During 1974 sharply increased pricesfor petro- 
leum imports from the Middle East caused both the U.S. and Japanese 
shares to drop. Recent declines in the value of the dollar and 
U.S. interest rates vis-a-vis Japan and Europe should help U.S. 
competitiveness. In addition, advance import deposit requirements 
were recently changed to largely eliminate advantages which Japan, 
as a short-distance supplier, enjoyed in this respect. 


Table 2. Shares of Korean Trade (Percentages) 


Imports Exports 
1973 1974 1973 1974 
U.S. 28 25 32 33 
Japan 41 38 39 31 
Other _31 _37 _29 _36 
Total 100 100 100 100 


Although over half of 1974 U.S. exports to Korea were primary 
commodities such as grains, fibers, scrap metal, and logs, there 
were substantial increases over 1973 for some U.S. manufactured 
exports, such as non-electrical machinery (+81%) and chemicals 


(+80%). Korean data show that use of direct U.S. Export-Import 

Bank credits (excluding guaranteed and other credits) rose from 

$38 to $61 million in 1974. Recent discussions between ExIm and 
Korean officials identified over $700 million in projects likely 
to be submitted for ExIm consideration. 


In a more general vein, machinery and equipment products with the 
greatest incremental sales potential over the next few years are 
expected to be: metalworking and metalfinishing machinery and 
equipment; mechanical handling equipment; energy systems; heating 
and cooling equipment; textile machinery; laboratory instrumenta- 
tion; construction and mining machinery; computers and related 
equipment; business equipment and systems; and process control 
instrumentation. An important tool for the promotion of these 
products and other American exports is the U.S. Trade Center Seoul 
which opened in March 1974. The Trade Center is available to local 
agents of U.S. firms for single exhibitor "between show" promotions, 
and U.S. business visitors can avail themselves of the Trade 
Center's "REPFIND" service which includes temporary space, identi- 
fication of prospects and arrangement of appointments at the 
Center. A detailed outline of the Korean market is given in a 

1974 U.S. Department of Commerce publication, Marketing in Korea. 
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